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Financial support for public schools 
is state business. Studies of school fi- 
nance emphasize the recent shift in reve- 
nue sources, from local school govern- 
ment to state government, from the local 
property tax to state-controlled reve- 
nue. However, a recent study indicates 
that an awareness of the magnitude of 
the real shift has been minimized by the 
way in which data on the state school 
systems are collected.! This study goes 
on to point out that the generalized 
pattern of foundation support programs 
now found in most of the states has been 
used to keep a large part of the cost of 
the state-defined educational program on 
the property tax base. This phenomenon 
has developed during a period when 
states consistently have been removing 
the costs of all other state services 
from the property tax. 


In the half-century since school fi- 
nance was differentiated by Cubberley as 
a field of study, an extensive body of 
research on school finance has accumu- 
lated. Much of it deals with equalizing 
costs of education as these costs bear 
on the property tax, and with the equal- 


Administrator's Notebook 
published monthly, September through May, by the 
MIDWEST ADMINISTRATION CENTER 
5835 Kimbark Avenue, Chicago 37, Illinois 
ROALD F. CAMPBELL 
LUVERN L. CUNNINGHAM. 
LAWRENCE W. DOWNEY. Editor 


The Midwest Administration Center sponsors a co-oper- 
ative program of research and action designed to contribute 
to the improvement of educational administration. It is fi- 
nanced by a grant from the W. K. Kellogg Foundation. 

Annual subscription to the Notebook ( September through 
May), $2.00. Single copy of any issue, 25 cents. Quantity 
discounts are available. Address all inquiries to the editor. 


Copyright 1958 by The University of Chicago 


izing of educational opportunity. Equali- 
ty appears to be the major criterion by 
which systems of financial support have 
been appraised. 


Concern about equality has led re- 
searchers into study of (1) ability to 
support schools; (2) educational need; 
(3) standards of effort exerted in sup- 
port of education; and (4) standards of 
adequacy of the educational program. 
Ability generally has been defined in 
terms of valuation of taxable property 
per capita, or, occasionally, as income 
per capita. Educational need has been 
stated as a cost per unit of a defined 
educational program. Standards of effort 
have been known as a minimum levy rate 
on property, or, occasionally, as a per 
cent of income spent for education. Ade- 
quacy has usually been defined in terms 
of average expenditure per pupil. 


These research terms have been useful 
in the development of a device known as 
the foundation program for allocating 
the costs of education among several 
revenue sources. The costs of education 
in all of the states are borne by reve- 
nues drawn from federal, state, and local 
tax sources, but the percentage derived 
from each source varies greatly from 
state to state. The foundation program 
is presented in the literature as the 
means for insuring an equitable distri- 
bution of the costs and an equitable 
distribution of the benefits of the total 
tax burden supporting education. 


“The author was formerly Associate 
Professor of Education and Director of 


Field Services, Department of Education, 
University of Chicago. Dr. James is well 
known for his work in school finance. 
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The Traditional View of Purpose 
in State Finance 


The foundation program has been widely 
accepted. Forty-four states used some 
adaptation of it in 1954. However, little 
evidence can be found in the school fi- 
nance literature that the device has been 
successful as measured by the criterion 
of equality. No evidence can be found 
that it has contributed to the develop- 
ment of a unified view of state systems 
of financial support for schools. 


The emphasis which traditional research 
in school finance has placed on average 
practice, andparticularly its dependence 
on the concept of equality as the prime 
criterion, hasresulted in little impetus 
for educational growth. Any observation 
of school-support programs will indicate 
that (1) no foundation program is really 
equalizing either educational burdens or 
benefits, nor could be made to do so as 
it is presently defined; and (2) concerns 
generally expressed bythe theorists about 
the foundation program are not the con- 
cerns which occupy the attention of legis- 
lators who make the important decisions 
on adjusting that program. This obser- 
vation suggests that another way of ana- 
lyzing the variations among the state 
finance programs is to examine the pur- 
poses which these programs are being 
made to serve by the Tegislators who de- 
fine their characteristics. 


The foundation program concept usually 
is presented as embracing all financial 
support for a state school system, but 
in practice it never does. State pur- 
poses were served by state funds before 
the concept developed, andother patterns 
of distribution persist in all states. 
While equalization of tax loads is un- 
questionably one of the purposes served, 
other purposes include the establishment 
of a system of sanctions which permits 
the enforcement of state standards on 
the one hand, and the stimulation of lo- 
cal initiative and effort on the other. 
So far as equalization of costs is con- 
cerned, inequalities continue to exist 
in all states, with the inequalities even 
greater within states than among them. 
If the equalization of the burden of 
school costs on property were the pri- 
mary purpose, a simpler approach could 
include (1) state administration of a 
uniform tax on property, or (2) state 
Support based on any oneor a combination 
of several state-administered taxes now 


known to be more equitable than the 
property tax. 


The assumption that the foundation 
program was developed to equalize edu- 
cational costs and educational programs 
among school districts appears to have 
developed asa consequence of Cubberley's 
view that equalization was the primary 
function of the state in financing edu- 
cation. Both of these assumptions can be 
challenged. Inequalities in the quality 
and quantity of educational programs con- 
tinue to exist. Furthermore, the means 
for correcting these types of inequality 
are also known; they are practical and 
are within the province of state depart- 
ments of education. It is concluded, 
therefore, that both kinds of inequali- 
ties persist in spite of the foundation 
program. They persist because of rather 
consistent state policies (1) to guaran- 
tee at least a minimal level of support 
for education from the property tax, and 
(2) to encourage local communities to 
pursue educational aspirations above and 
beyond the minimal programs established 
by the states. 


Toward a Unified Concept of 
School Finance 


Educational expenditures, for conveni- 
ence of analysis, may be divided into 
two categories on the basis of purpose. 
The purpose of expenditures classified 
into the first category may be defined 
as the maintenance of the essential core 
of educational standards required for 
renewal of the citizenry. In economic 
terms, expenditures for this purpose 
would be classified as consumption, since 
they equate with maintenance expendi- 
tures, or depreciation, and serve to 
maintain a stable unit of man-hour 
productivity as an input into the eco- 
nomic system. The purpose of expendi- 
tures classified into the second cate- 
gory may be defined as improvement, the 
pursuit of the higher levels of edu- 
cational aspirations, or the selection 
of aspirational alternatives. In eco- 
nomic terms, expenditures for this pur- 
pose may be classified as capital in- 
vestment, since they represent capital 
invested in human beings which goes be- 
yond the maintenance of the quality of 
the present labor force, and which re- 
appears later in the economy as in- 
creased man-hour productivity. 


Decisions to expend public funds for 
either of these purposes may be made at 
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either of these purposes may be made at 


the federal, state, or local levels of 
government, and, in fact, have been made 
at all three levels from time to time in 
our history.” Innovations, however, have 
usually emerged and been tested in local 
communities. When found acceptable, they 
have been adopted and spread until they 
could be made acceptable to the state or 
national majority. Thus the "ground- 
gaining" operations appear to equate 
with local decisions, and the "ground- 
holding" operations with the larger 
governmental units. 


At this point the traditional view of 
the state-local dichotomy in school fi- 
nance begins to collapse into a unitary 
function for the state, which may be de- 
fined as follows: The primary purpose 
of the state in financing public schools 
1s the accomplishment of state-defined 
purposes while encouraging local in- 
terpretations and elaborations on them. 


A New Criterion 


This definition suggests why the tra- 
ditional criterion of equality has been 
inadequate. It has been applicable only 
to the accomplishment of state-defined 
purposes. It suggests, also, the appro- 
priate and balancing criterion of free- 
dom.3 While it is appropriate for the 
state in assuring the accomplishment of 
state purposes to levy statewide equi- 
table taxes and support statewide mini- 
mum programs of education, it is equally 
appropriate for the state to assure to 
each community (as it has to each indi- 
vidual) the right to rise above medi- 
ocrity. Encouraging the pursuit of indi- 
vidual and community purposes will ulti- 
mately contribute to a stronger state. 


The Analysis 


The foregoing restatement of purposes 
in financing education makes necessary 
a reexamination of the traditional view 
of the foundation program to determine 
its usefulness within the new frame of 
reference. 


The traditional classification by 
source of revenues supporting the foun- 
dation program shows the mandatory levy 
on property, which most states require 
local districts to make, aslocal revenue 
within the frame of reference set forth 
here. These revenues should be reclassi- 
fied as state revenues. An illustration 
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with 1953-54 data will show the effect 
of such reclassification. School reve- 
nues totaled about 7.8 billions in 1953- 
54, and the U.S. Office of Education re- 
ported about 2.9 billions, or 37.6 per 
cent of the total derived from state 
sources. Actually, however, forty-two 
states require local school districts to 
make some levy on property before they 
are eligible to participate in state 
funds. These levies have the effect of 
statewide taxes on property for school 
support, and are properly identifiable 
as state revenues, since they are manda- 
tory levies required by state law. 


Using data assembled by Hutchins and 
Munse on the requirements of local sup- 
port in forty-two states and valuations 
of taxable property, it was found that 
the yield of these required levies could 
be estimated.* The estimate totaled 
about 1.5 billions of dollars for the 
1953-54 school year, which, added to 
the revenues distributed from state- 
collected taxes, yields a total of about 
4.4 billions. This amount is 56.5 per 
cent of the total revenues of schools 
for that year, or 65.4 per cent of ex- 
penditures for current operation. For 
the nation as a whole the state-mandated 
funds for education that year amounted 
to $173 per pupil in average daily at- 
tendance, as compared with about $265 
per pupil average expenditure for all 
costs of current operation. 


The foundation program viewed in this 
light must be rejected as an equali- 
zation device. It is, rather, a politi- 
cal device for assuring revenue from the 
property tax base for the accomplishment 
of a state purpose without the necessity 
of levying a state property tax. Thus, 
for example, when the Illinois legis- 
lature decrees that no school district 
shall participate in the foundation pro- 
gram unless it levies a five mill tax, 
the state is equalizing nothing. The 
legislature has, in effect, passed a 
statewide uniform property tax for 
schools without making provision for 
distributing it on a per pupil basis, 
thus negating any equalizing effect it 
might have had. 


The mandatory local levy frequently is 
justified in finance theory because it 
assures a desirable local effort for 
school support. Since level of wealth, 
whether measured in property or inincome, 
seems to be related positively to per 


capita tax yields for all state andlocal 
purposes, as well as to expenditures for 
education, there is perhaps less reason 
for the states to be concerned about lo- 
cal effort in the administration of fi- 
nance programs than has been typical in 
the past several decades. The low-income 
states, under the most equitable and ef- 
ficient tax program conceivable, could 
not be expected to finance what in high- 
income states would be considered a mini- 
mal program. Federal assistance has long 
been recognized as the only solution to 
this problem, and is so viewed by this 
investigator.5 


Some Implications 


For the practicing administrator and 
members of boards of education who are 
concerned about the role of the state in 
programs of school support, the impli- 
cations are clear. This new concept of 
state-mandated funds must be incorpo- 
rated into the thinking of all who are 
responsible for developing foundation 
program policy. Members of state legis- 
latures need to be apprised of these 
facts. The communication and interpre- 
tation of these findings will be the 
task of the local school administrator, 
members of school boards, and other 
public-spirited citizens who are in po- 
sition to influence state-level policy 
decisions. 


The estimates discussed above suggest 
that the purposes served by educational 
expenditures can be classified into two 
sets: (1) purposes defined by the state 
government, and (2) purposes defined lo- 
cally. A more accurate differentiation 
between them than is possible with data 
now being collected about the state 
school systems would permit a more ef- 
ficient allocation of resources for ac- 
complishing each set of purposes. These 
data can be obtained through some minor 
adjustments in the data-gathering instru- 
ments used by the states and the U.S. 
Office of Education. 


The foundation program from this view- 
point emerges as the specifications 
for the accomplishment of state-defined 
purposes. The total cost of the foun- 
dation program is seen in its true per- 
spective as deriving from state-mandated 
revenues. 


Equitable allocation of the costs of 
the foundation program is desirable, and 


can best be accomplished through placing 
the full cost of the foundation program 
on state-administered tax bases. Accom- 
plishing this purpose through equali- 
zation of variations in local valuations 
of property, however, is extremely dif- 
ficult, if not impossible. Many of these 
variations result from vagaries in local 
assessment policies. If the state must 
rest part of the costs of the foundation 
program on property, then the state must 
seek to control assessment policies. 


For accomplishing purposes beyond 
those defined by the foundation program, 
freedom of access to resources for local 
units, andfreedom to select among emerg- 
ing alternatives, are of greater impor- 
tance to the ultimate good of the state 
than equalization of theresulting costs, 
or of the resulting benefits. This free- 
dom can be assured if state legislatures 
can make available to local communities 
a sound source of tax revenue unencum- 
bered by state-imposed burdens. 


1 
H. Thomas James, "Toward a Unified Concept of 
State School Finance Systems" (unpublished Ph.D. dis- 


sertation, Department of Education, University of 
Chicago, 1958). 


For example, the community decisions to establish 
schools in the colonial and early statehood periods; 
the state decisions to maintain uniform schools and, 
later, high schools; andthe federal action to support 
universities andthe several programs to promote agri- 
cultural andmechanical training. All of these actions 
were designed to (1) maintain, and (2) improve. 


~ elegant exposition of "The Two Democratic Tra- 
ditions," by George H. Sabine, Professor Emeritus, 
Cornell University, is in the Philosophical Review, 
LXI, No. 4 (October, 1952). Professor Sabine traces 
one set of ideas, which equates closely with liberty, 
from the English Revolution of 1688 and the writings 
of John Locke, and the other set, which equates with 
equality, from the French Revolution and the writings 
of Rousseau. 


‘Cleyten D. Hutchins and Albert R. Munse, Public 
School Finance Programs of the United States (Wash- 
ington, D.C.: U.S. Office of Education, Miscellaneous 
No. 22, 1955). 


“rederal aid to education has not been discussed 
at length in this study because the subject is not 
considered relevant to its central problem. This is 
not meant to minimize in any way its importance. For 
the author’s view on that subject, see H. Thomas 
James, "Federal Support for Education," School Re- 
view, LXIV, No. 3 (March, 1956), 125-28. 
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